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C losed-end municipal bond funds were 
down slightly during the fourth quarter, 
hardly surprising given the outsized 
returns during the first nine months of 

the year. The Newgate Municipal Income Portfolio 
lost 1.0% during the quarter and gained 37.7% for 
the year. This compares to a loss of 1.4% and a gain of 
18.5%, respectively, for the Lipper General Municipal 
Funds Index over the same periods. 

Market Review. Simply removing the fear that 
we were falling into a 1930s (or worse) depression 
accounted for a significant portion of the year’s recovery. 
The major source of tension in the financial markets is 
the uncertainty regarding what will happen if mone-
tary stimulus is withdrawn too early (renewed reces-
sion) or too late (hyper-inflation). For now, we appear 
to be within that window of economic recovery, while 
job creation in the developed world remains anemic. 
 The recovery was caused not only by renewed 
liquidity in the fixed income markets as a whole, but 
also by restoration of confidence in the closed-end 
fund market. The widespread acceptance of exchange 
traded funds (ETFs) shows investor appetite for com-
mingled vehicles to access certain segments of the 
market. ETFs also provide an effective conduit to those 
segments where liquidity had vanished. ETFs are not 
only benefiting from the healing of the fixed income 
market, they are contributing to it. Traditional closed-
end funds are also receiving greater investor interest, 
with the launch of two new fixed income funds in 
November and the reorganization of many funds to 
widen their appeal and increase liquidity. Fund com-
panies also have had success unwinding auction rate 
preferred securities, the traditional sources of lever-
age for closed-end funds, and by finding additional 
sources of financing.
 Even as taxable credit instruments become more 
attractive to investors, there has been increased worry 
about the credit quality in municipal bonds. Bond 
insurance, which had boosted credit ratings, is now 
recognized as inadequate protection against systemic 
defaults across multiple bond issuers. At Newgate, 

we believe that mass defaults of general obligation 
bonds (that is, bonds backed by entities with broad 
taxing authorities) as opposed to revenue bonds 
(bonds backed by fees from specific, identified activ-
ities) are unlikely. Although absolute levels of state 
debt are high, often at record levels, state deficits rel-
ative to current revenues are only at average levels.  
California has been the focus of much speculation as 
its credit rating has been downgraded. However, Cali-
fornia law requires that holders of general obligation 
bonds must be paid before all other state expenses 
(not obligations, but actual expenses), with the excep-
tion of schools. So, other than schools, all other state ser-
vices would have to be eliminated before the state could 
default on its bonds.
 Portfolio Activity. We deployed cash that had 
built up early in the quarter. ETFs have been an impor-
tant part of our strategy, as these funds do not have 
leverage and do not run the risk of wide discounts. As 
the municipal market recovered, unlevered funds 
did not fully participate in the rally, and we were able 
to purchase funds like the Nuveen Municipal Value 
Fund (NUV). Even as the Treasury yield curve is very 
steep, the municipal yield curve is flat by historical stan-
dards, reducing the value of leverage. We still find 
value in state specific funds such as the Blackrock 
Muniyield California Insured Fund (MCA) yielding 
5.8% and trading at a 12% discount. The fund invests 
primarily in tax-backed and utility-issued bonds, 
essential services with low default risk. 
 Outlook. Municipal bonds are a logical next 
step for investors seeking a real yield in the era of low 
interest rates and fears of inflation. We believe that 
among general obligation bonds, credit risk, while 
real, is more likely to be felt in price volatility rather 
than defaults. Tax rates at the state and federal level 
are almost certain to rise, making municipal invest-
ments more attractive. The Portfolio is currently 
yielding 5.6%, a 160 basis point premium over tradi-
tional municipal bond investments. This represents a 
significant value added approach to an already attrac-
tive asset class. 
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The Portfolio has a current yield of 5.6%
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Performance Annualized ReturnsPerformance 

PerformPortfolio Data Yield Comparison
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Investment products: not FDIC insured, no bank guarantee, may lose value.
for further information, please visit our website at: www.newgatecapital.com
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 4Q09 2009 2008 2007 2006 2005 2004  1 Year  3 Years 5 Years 7 Years 10 Years

 Yield 5.6%

 Quality AA

 Maturity 16.7 Years

 Duration 8.2 Years

 Cash 4.0%


